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State and Local Government Activity

The Postwar Experience Related to The National Ecemony

STATE mid Jocal government opera-
tions hLave been one of the major
dynamic leatares of the TLS. peonomy
in the postwar period, and corrently
continue to give support to the national
output and income. The prowth of
gonerul economic activity in tum has
loatered the expansion of these public
services by providing greater fiseal ond
financial resources.

State ond loeal expendityres arg
expected to continue their rise in 1981,
with purchnses of goods and eervices
raaching a total of $51 hillion for the
calendur year, vp $3% billion from 1960,
In the louril: querter of last yvear, these
purchoses were running ot the annoal
rate of wound F48 billion. Roceipis
by State and loecal governments ave
likely to rise nbout #4 billion owver
calendar 19G0. These governments
bave had deficits 1n recent vears, and
these cstimates of expendifures and
roceipts imply a hother deficit of nbout
53 billion in calendar 1961.

This neticle reviews the receipt and
expenditure patterns of State and local
governmen s within the nttional income
fromework to provide an evaluation of
postwar trends. The activities of
States are shiown seponrately from those
of locel units, so that their respective
contributions may be nnolyzed and the
impovtant role of intergovernmental
peyments brought into lecus.

Growth of Services and Capital
Outlays

The expansion of non-Federal govern-
ment outlays ‘has been At an annual
asvarage of $3 billion in the postwor
period, a trend that continuee at the
present time.  Goods and sorvices com-
prise the preponderant portion of these
expenditures and messuwre $he port of
the MNutiom's outpué used hy these
governmanta,  In 1860, State and Jocal
purchasez amounted to more than $47
billion in texms of eurrent prices eorn-
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prred with 515 billion in 1848 and %7
billion in 1%2%. These outloy= cur-
rantly represent amore than » percent
of the gross national produet, agninst
7 percent in 1828, This praportion
was imuch lowser in the immediate post-
war period, mainly becanse of wartime
restrictions on nonmilitary constrie-
tion.

These povernments provide many
afl the civilian nondefense govornmental
services of the conmmnmity, and sxpendi-
tores have been closely affacted by
tha expanding requiraments of our
dynnnic economy. State and local
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purchases bave mnot exhibited &he
cyclical swinge shown by the total
GNP in the postwar recessions, and
have oxercised a moderating influance
in thess perieds.

Factors affecting uplvrend

Baveral [nctors of major importance
have aontributed to ths expanzion.
Backlop demond for public constrae-
tivn, stenuning from ths esurtailments
of depression and war yenrs, has been
4 parvasive eslement, and the problem
of overcoming 2erious chortages of
[neilitios ig n continuing one.

The Nation's population inereased
more than 22 percent in the 12-yoor
period, 1948-§0—in shorp eontrast
with the little more thon 20 percent
increase irt the 1%-year period, 192025,
The recent choanges in selectsd nge
groups of porticular significance for
State and local govarnments hove bean
even more rapid. From 1048 to 1060,
the number of childran of school age
(5-17) increasad by 60 percent, and
the number of persons 65 years nod
ovar, by 37 percent.

The mobility of the population nnd
the incrensed degree of urbanizntion
hove uwdded grently t¢ the responm-
bilities of Stutes ond locolities. The
explosive growth in metropolilen areas
is exemplified by the fact that two-
thivde of the population increnze for
the enthe country in the decnde
1950-5% occwiTed in these areas, which
grew from 83% million to 100 million,
Problems of adequataly servicing shese
vast population centers, which overlsp
city, county, and in soma cazes Stnie
jmisdictions, bave grently magnified
the traditionsl lines of expenditures
and ndded an important array of new
demonds. Thess new oand intensified
demands occur in such fields as mass
transportation, bnsic water supply, air
purification, and sewage disposal.

Finolly, in nddition to the important
vnderlying demand factors gutlined
hers, the upwoard sweep of exponditures
Lhos slac reflected the general rise in
pricee and woge coste in the postwor
pericd.

Rize in public assistance and pen-
slons

In addition to purchases of goods
and services, State and local govern-
ment expenditures also taks tha form
of transler payments (monsy not
derivad from payments for current
neonomic sorvices) and net interest
chovgea. Translere ars- mainly [or
peneral public assistanes which cur-
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rently total $3 billien annually, and
pensions for retired cmployees of these
governments, which nmount to over $1
billion.

Public nasistance payments incrensed
sharply in the great depression and have
subsequently grown under the impotus
provided by the Fadoral socinl security
legislation calling [or joint Fadoval-State-
lacal porticipation in this field. Ower
the yonrs, aid programs have bean en-
larged in scope, averags benefit pay-
mnonts hava lollowed riees in the cost
of living, and the nnmbers requiring
agsistance bave inrremsed. Tha great
increase in retirament benefits reflects
the Irger number of jurisdiclions pro-
viding ratirement systerns, the sharp
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incrense in State ond local smployment,
the rise in average carnings to whick
retirement pensions are relnted, and the
inerense in the contributory rotes, (See
chart on this page.)

Debt service up

Interzst pnid by State pod local pov-
ernments on their growing debé has
ingreased Crom 8X billion in 1948 Lo 52
Lillion in 196¢, Thiz has bren aceom-
panied by a sharp riee in interest
received by those governments on theie
investments in Federal, Seate, local,
ond corporate obligations. Net intovest
paid by all State and loenl governments
has not changed mockediy over the
courae of the postwar period, but the
interest payments nevertheless rap-
resont o substnnéial outlny for the
{axing authorities, especially the local
governmenits,

When State and loeal government
expenditures are locked at seporately,
it is also nocessary o take inte nccount
intergovernmental paymenis—princi-
pally lrom States to loeslities—whick
currently constitute 30 percent of the
totnl expenditures of State povern-
meois. These payments sre highly sig-
nificant in the finencial structure ol the
recipient, government, and are discn=sed
below in the section on how expenditires
arc financed.

Broad classes of outlays

Table 1 shows the relative importance
of ench of the broad cas=ses of expendi-
ture, including intergovernmental pay-
ments, in the States and localities
respectively.

Local government purchasaes of goods
and services currentiy account for alaut
two-thirds of combined State and
looal purehases, ns regularly reported in
the gross national product.  As can be
soen from the table thesa loral govern-
mont purchases constitute nine-tenths
of their expenditures, wherens Sinte
outlnys for poods and services represent
only about thrae-fifths of the Stnte
total.

The unusually high proportion of
transfor paymente 10 tolal State out-
lnys in 1948 seen in the table is nétrib-
utable Lo payment of veterans bounses
in the early postwar period. These,
of course, hava declined to nogligible
proportions in later yoars. Other forms
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of transfer payments by both State
and local governments have incrensed
at about the same rates.

Composiilon of public services

The distribubion ol expenditures by
function is shown soparately lor States
and localities in table §; 1959 i= the
hatest year for which dreiailed data can
bo derived. For States, the table shows,
in addition to a breskdown of divect
cxpenditures, the lenetional distribu-
tion of their payments to local govern-
ments. The chart on page 18 indienics
for each mejor function performed the
relative importance of the direet onk-
fays Ly Stotes and by local units.

The disteibution of [unctional out-
layz has remuined [aivly stable in the
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Toble 3. —Diadbution of Stote and Local
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postwar perieel. AL the State level,
the principnl shifts that ecourred were
in two oress: Highway oullnys vaso
from less thas one-Jourth to one-thipd
of the direct expenditure tofals, and
vetorans bonehts declined from ene-
tonth to less than 1 percont. Public
asgistanes had incrensed shewply in
relative inportance in the prior period,
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advancing rom 3 percent of Biate
outlnys in 1920 to one-sixth in 1943,
Other principal slements of contimsi
between tho 1929 and 1948 pabteros
ware the risa in velerans Denclila gnd
the decling in hiphway expenditores.

In the ense of loeal governmsnois,
there was an increasing emphasis on
edueational outlays during the postwar
pericd.  The relative nportance of
thesc roze rom 30 percent t0 42 perceut
Tor the mosl recent vear.  In the period
prior te 1948, the change in pattern
was similar Lo that shown for the States,
with public assistance increasing in
ralative importance and stveet and road
expenditures declining.

The lorgest component of expendi-
tures——purchases of goods ond serv-
ices—may alse be analyzed in terms of
broad object catogories: compensation
ol general government emiployees, new
constiyction put n place, and all other
purchases,  (Soc teble 9.}

Payrolls comprise half of purchases

To provide the serviecs rendered,
Stote and local govermments einploy
over & wallion pevsons (full-time squive-
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leni cinployees), or roughly 1 out of
every 12 workers in the country.
Ahout 40 percent of this number are
engnged in school astivities. In the
nggregote, these governments coneti-
tute u larger employer than the Federal
Government—including in the lauter
both civilisn and military personnel:
thay employ a working force thai is
olmost one-third as large os the total
empioyment in  all monulacturing
industries.

Divect payroll costs in the Torm of
wages and salaries and [ringe benelits
meke up approximately hall of the
total purchases of goods and sexvices by
these upits. The totol compensation
of the combined jurisdictions in 196D
simountad to over 525 Lillion {or 8%
percent) of the totn! nptional payroll;
in 18, it amounted to $3% billion and
ropresented 6 percent of the nationnl
taint.  (Sce chnrt oo page 19}

Both empleyment and avernge
enrnings have mounsed rapidly, The
latler showed a lavger pereentage rise,
and aceounted for meve than Lalf of the
total incrense in compensstion over the
peric,

Major role of conatricction

In addition i being one of the largest
employers of labor, Staks and local
govarningats are also a wajor nvestor
in capital goods. Colleciively, their
gonstruction prejects in 1980 repre-
sented over ong-filth of new construc-
tion pukb in place for the Nation as o
whole,

The building of new highwsys anid
improvement of existing roads and
strects accounta for nlmost half of total
State and local construction.  Such
bighway activity comprises about four-
fifths of pll State construction, but only
nbout one-zixth of the losal total, The
next largeat satogory iz for aducationel
purposez. This type of construction
roge rapidly alter the end of World War
II but haz ranged around $2¥ billion n
yonr sinee 1955, Lacal governments
account for fowr-fifths, They are alse
respongilile for much of the remaindar,
corrently expending aboiut 33 billion
snnually for sswer and water improve-
mentz, hospitels, and mizscellanoous
publie building,

Despite the apprecioble growth in
constraction netivity, comnmunity needs
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are monnting so mueh mora rapidly thal
formidable presgures siill persist. It is
in this important nres that further
pxpanBion Toay be most likely, de-
pending in large measute, of eourse, on
the finaneial resources that can be
muskered,

In addition to compensation for per-
spnil servicas and construction cutlays,
State and locol goveromenis axpendod
over 534 billion in 1980, ov one-fifth of
total purchases, for equipment, utility
servicea, and the vast array of otber
g00ds necezsary (0 corry on the peneral
housekeeping funclions of governmend,
While comprehensive information on
the composition of thesa puwrchases is
not ot hand, available dntn indicate
that 51 billion out of the 384 Lillion
represented outlays for wmjer equip-
ment items, sugh as motor vebicles,
echool and office furniture, and ihe like.

How Exipenditures Are
Financed

Hinwncing the burgeoning volume of
expenditures has posed enrious prob-
lems for State and loeal authorities,
und impossd sonsidernbiy enlarged tax
burdens on individusls and obher tax-
payers. Thess governments entered
the postwur perisd with a subatantinl
nccumulntion of reserves, stemming
from the sxeess of tax and other re-
ceiptz over expenditures during wor-
time. In tha subsequent period, how-
ever, expanditures anon outsicipped the
ndvances in taxes, even though dra-
matic increases ceemred in the major
reyenus golrces-—income, sales, and
property faxes—from 1848 to 1580.
Deapite these advances however, State
and locsl governments have had to rely
heavily on intergovernmental grants
(including lorge Fedaryl payments)
and on borrowing,

Along with the marked incresses in
taxes in the postwnr period, there hnve
als¢ bemm wnppreciable advances in
coniributions for social insurance and
in the current smrpluz of government
enterprises. Together these account
for abous one-tenth of fokal receipis
in 1960. Contributions for social in-
surance—currently 523 billioo—finnnce
retirement ond sickness benefits for
State ond local government employees.
These reccipts bave increased sub-
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STATE AND LOCAL GOVERNMENT PURCHASES

OF GOODS5 AND SERVICES, 1960

Relative Composilion of State and Local Purchases
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Table 4.—Dlzsrribution of iroct Expenditures Finoneed by Reccipis from Uiher
Govarmmoenits anid from Chwin Resourees
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stanGially aver the years. The current
surplne of government owned conter-
prisea Ling Loen n faily stablo propor-
tion of total receipts. A major portion
of this surplus, sbout tlres-fourths in
1960, i& dorived from the uiility-Lype
cnterprizes owned by loeal govern-
nients.

Taxes rise, but proportion of raceipts
daeclines

The relative impovtence of tax and
relatod revenues {nonbaxes Y in Stnie
financing declined in the poatwar pe-
riod—from 77 percent in 1048 to 72
percent in 1960—primmily as a result
of & further stepup in Fedaral grants.
TFor localities the proportion of taxes
and related revenues lns romwnined
stabla ot obout two-thirds of the re
geipts totel. In 1929 thesa proportions
were much higher for both State and
locel governments, s mtergnvammm:-
tal fmancing was much less estensive
in that yerr, (See fable 2.)

In nggregata, the revenues denved
from taxes and nonbtaxes lhnve been
about equally dividesdl between State
and local unite during the pastwar
period. In 1929 States veceived less
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than one-third of the comhined tax
total, and according to Clensus histori-
enl datn, the State proporiien wos less
than one-Bfih aound the turn of the
century. Altheuph similar in total,
State, and local taxes ave drawn from
guite different tax sources.

Pattorn of State taves

Sales taxez provided almost half of
the $19 billion Stats total in 1960—
roughly the sama proportion ns in 1948,
{See toble 3.) The revenue from
genernl sales taxes amounied to about
$4 billion in 1980, gusoline taxea con-
tributed an nddilionnl %3 billion, ond
the balanes, 1% billion, was divided
Detween liguer and tobsceo  taxes.
The next thres largesi tax revanug
producgg—perzonal income tox, motor
vehicle liconzes, nnd corporation profits
taxes—oaoch produced hatwesn 7 and
10 pereent of the State tax total. The
remainder of the tax receipt=—about
20 parcent—includes, in addition to

property inxes [principsally property

Marech 1961

cther than roal sstate) and death mnd
gift tnxcs, sugh diverss rovenue sources
a2 grosz 1oosipls taxes, licanses, parmite,
nid  severuncs taxes which are not
separately elnssifiad.

State tox revenves have incrensed
substantinlly in the postwar period,
refiecting the vpsurgs of incomesz and
conzumer spanding. These incresspe
in the tox bese wers insufficient in
thomselves to produce the nadditional
revenuss NEcessATy (0 oover raduire-
ments and fax rates wore inereazed nnd
new I'evenue eources sought.

Despita the continned offorte of
State lepislotures to tADp haw revanio
gources, and to incroase the yield of
existing ones, the overall eomposition
of taxes hns shown little chnnge ower
tha period since 1948, As compored
with 1929, the cument distribation
shows a heavier reliance on soles taxes,
and personal income taxes, whila prop-
erfy, motor velbiele, ond denth nnd
gift taxes hore declined somewlint in
relelive pnportance. (Ses following
ol

STATE AND LOCAL GOVERNMENTS: Patterns of Receipts

STATE

Salas taxat and Fadarel ald have Incrsosed in importance since 1929

kn po:h.\fnr period about half of raceipts dedved from selen

ondd ingoma taxes

LOCAL

Dapendence on property tex hos decrascud cinca 1929

fodarel and Sietu aid have increared
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Table &.—Gross Qpecating Revenuc and
Expenditures of Gavernment Eoterprises
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Patterrt of local teves

Local government tox receipte dre
much more concentratod, with con-
tinued heavy relisnce on property
taxes. In 1060, property taxes alons
ascounted for threefourths of total tax
and nontsx receipta with the next
Inrgest tax eource—sales taxes—con-
tributing leas than & percent, and all
other toxes fopether 5 pereent. Non-
taxes ot the local level ave & signifieant
revenua source, providing olmost 14
pareantof the total. These ars comprised
of sugh items as special nasessments for
property improvernent, hospital, tuition,
recording feos, and sanitation chargoes.

Real property taxes ave lavied almost
exclusively by local governmients, and
in 1629 wvirtnally oll local toxes were
derivad from this sourca. Tnder pres-
suree for additional tax revenne, some
lecalitiez had by 1948 hegun to lavy
sales and ineome toxes. The relative
importance of these revenues, 5 percent
nnd 1 percend respastively, les not
changed over tha couras of the postwar
period, with the result that the 1048
ard 1960 eompositions of tax and non-
tex recaipts pre virdonlly the same.

As pompored with 1929, State tax
receipts have rizen more rapidly than
those of local anits, which i= in line
with the fraditionsl view that tax
receipts  from real estate will lag
behind other revenua sources more
closely attuned to changing lavels of
econotnic aetivity. In the postway
period, however, laenl toxes hove kept
pace wath those of the States, end this
is maioly attributelble to the tremen-
dous growth in urban and suburban
areas which have brought inte the real
eatate base a large volume of high
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volue property, and to advancing tax
rates.

Major role of intergovernmental
asalstance

Intergovernmental assistance ! cov-
ered pbout one-third of the total direct
cutlays of State poveanments, and
ebout one-fouzth of the local outlays in
1659, the lost year for which debailed
information is availabla.

This is shown by the ¢hart on this page
which alse brings out that on
halance localities were the ooly
net recipientz ol intergovernmental
nasigtance, because for Stabes intor-
governmental payments exceeded inter-
governmental receipta.

Tabls 4 summarizes separstely for
Btats and local governments the propor-
tions of the outlays for various types of
broad {fuactions financed by inger-
governmental nesiatence. It also shows
for ench of these Junetions the residual
eovered from the resources of the juris-
diatipns making the sutlays—taxes and
related veceipts and borrowing.

As important ss thess paymonts are
in relation to total sutlays, their major
roie in finpneing particular functions is
aven more strilang.  In tha ense of the
States, aessmtance from the Federal
Government provides three-fifths of
the outinys for pablic assistence, and
mora than half of the highway total.
¥or locol governmants, intergovern-
mental payments cover one-third of
education outlayz—-the largest com-
ponant in the loeal bodget—three-Gfths
of the publin assistanee outloys, and
nkaut two-fifths of the expenditares
for voads and etreots.

Development of Federal aid

Largely due 6o social  seenriky
prants, the relationship of TFedernl
nasistince to total State and losal
receipte rose from 13 porcent in 1929
to BY percont ot the outbrenk of World
War II. By 1948 total Federal grants
hod vigen to 32 hillion, with publie

2, This 05 gl cim bylop bl [ery of gronte oy of o gbriy g
af spote rovonwa by L ol g gevoonmont with @
pekibel sobedlwisions, FarHy G W B diMsulties Lo-
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roongtilae thi Yordng reeds of NMerent Beaditics, Hmied
toxee lnve bended ¢ slindo impersoptibly nbe ooiright
gronla, Tlw Conkwa of Govermmonta 4o ook Jod i prao-
Ehenlip Io meadnal the G54 Eotian o e B pErsEn b0 banks, ad
thiy revltwr follewn Uiolr praolloe in combleing the tre n
It venimsanbal poy o ls,
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nEsistanca programe accounting for 50
percant of the total,

Support for highway improvement,
which had droppad off dwring the war
vears with tha cortailment of construe-
tion, accounted lor one-fifth of the 1948
grant total, Highwoy nid rose steadily
in tha years immediately following, and
spurtad sharply after 1956 with tha
initistion of the interstate highway
program. In the period 195630, the
Fadernl Government hns made avail-
abla ta the States o total of more than
$9% billion for hiphwoy purposez.  Five
hillien doliars went o finance the new
interstate system and $4% billion was
expended to support the longsianding
primary nnd secondary hizhway aod
road programs.

The TFedernl Government has alao
extended nesiztance [or n wide amay of
other activities. The combined outley=
for all of these purposes amounted to
g% hillion in 1948, and e custenily
sbout &1 billion bigher, The principsl
ndvonces biave occurred in grants for

INTERGOVERNMENTAL FLOWS
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school operation and constroction in
federally affeciod nreas, delense educn-
tional activities, public health services,
employment secwrity  admimstration,
and atomic cnevgy vesenrch,

State holp to localities

State goverpiwents have recognized
(rom the outanh their need to assist loonl
governments in providing public educn-
tion, and aducation hes remained up to
tlie present thne the dominating portion
of State assistance to localitics,

State highway aid developed Inter ns
the need arcze for nrboerial Lighway
systema going beyond the bordera of
local jurisdictions, with the recognition
by the States that these responsibilitics
were beyond the scopa of the loenl
unita,

Public assistonce is the third major
local function receiving State support,
and like ite Federnl counterpaxt, Stake
assigbance shot wp dwring bhe depression
period a3 Stabes sanie to the ald of hard-
pressed localities.  As an outgrowth of
the Foderal socisl security legislation,

FISCAL POSITION OF STATE AND
LOCAL GOVERNMENTS
For Mast af the Postwor Years
States have shawn Surp]ustf
on Income and Froduet Bases
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Btates have also instituted continung
programs of local wellore nssistance.
State payments to localities hnve
alsg supported n host of ndditional pro-
groms which are individually vother
amuoll, and in total have amounted to
about $4 bilhon n year, registering litila
chonge in the aggregate since 1048,

Debi up threefold since IM4R

The growing deficits in State and lo-
cal fiscal operntions reflect in consid-
ernble measure the exponding volume
ol construction nnd related equipment
expenditures which ave debi-financed
to & large degree, In contrast to the
war period whep this type of expendi-
ture was sharply curtailed and States
and locnlities were able to reduce their
ontstanding indebiedness, the 1945-60
period lins witnessed a more than three-
fold expansion in both the volume of
henvy capital cutiays and of debt. The
latter has risen [rom $18% hillion in
1948 to $87 billion in 1960, with lecal
sovernments sceounting for sbout three-
fourths of the borrowing. The total
debt merensed at an annusl overnge rata
of $2¥% Lillien in the first hall of this
pevied, ond lLias been sdvancing at o
ate of $5 Lillion o yesr in the latter
hall.

In recent yeara the annual groes vol-
ume of bonds jesued exceeded the
publicly offered bond issues of «ll TU.S.
corporntions, and sas sccond only to
thot of the U.5. Treasury., The seale
of those operntions has expanded the
spocinlizad market [or State and local
chligutions, facilitating the flotation of
new iesnee, and the purchases and sales
of axisting ones, [nvestors hiave baen
drawn incrensingly into this marked
hecauss the interest incomo is exempt
from Federal ineome taxation.

The largest proportion of the now
bond issues in the prnst severnl yeora
has been raised for school congtruction ;
three-tenths of the borrowing last your
was for this purpose. TFunds [or water,
sewar, and ofher wtilities have beon
accond, and for ronds and bridges, thied.
Barrowing for highways waa of grentes
importance eatlier in the 1850°s, when
toll rond construction was advaneing
ot & rapid rale; this type of construe-
tion, however, haz dwindled with the
introduction ol the interstato highway
grant progreri.
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Tahle 7.—Staie snd Local Goverment

Beccipin and Expondimares
(Mlgns of Gollmrs)
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The canrying chovges of the expanded
volume of debt ore & combinaticn of
intarest and debt amortization, Thein-
terest. peid baa risen from $¥ billing
in 1048, to 32 billion Inst year, reflecting
advances in inferest rotes as well as in
tho velume of debt. Dot on amortiza-
tiona nre not separately availakle, but
indirect measures of debi retiremenia
snggest theté the proporction of interest
peid and anortization to teial State
and local reccipts has shown littla
change from 1848 te 1960. The hriors
needs  for  copbetruction imply that
borrowing on o substantisl scale will
continns, unless tax ravenues and intsr-
governmental payments can be in-
crensed sufficiently to bridge tho gap.
A Further expansion of debt, bowewer,
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is subjest to difficulties arising [rom
legnl limitations on State nnd loeal
puthorities to incur debt, and vobers’
spproval where required.

The Stabs and local government
deficit on incwne and product account
is nob equivalent o the change in out-
stending debt, mainly becnuse the re-
ceipte and expenditures on which ib is
bused exclude chonges in  Anancinl
asseie and land fransnetions. More-
over, it should be noted that the deficit
in n conaolidated figure which includes
the operations of the important pension
trust [unds.  Since these Pands opornte
nt o surplus, the deficit rezglting from
all other government aciivities iz ap-

SUBVEY OF CUBRRENT BUSINESS

precinbly greater than thab indicated
Ly the cousolidatied deflsit.  Thislarger
deficic for nll activities execluding the
pension trust funds way be a better
indicator of finnncial pressures, hocanse
trust fund surpluses finance govern-
mant operations only to the extent that
they are invested in State and locnl
obligations. The Stale pension [und
sarpluses are poarckicularly important,
and nre largely responsible [(ov the
everall surplus on income and product
account that is shown Jor State govern-
ments in table 7 and the chinrt om
pigo 22,

Tabls 5 shows the relationships
nnong the defleit, berrowing, and the
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chinnges iu financiel and other asscts
involvad. As can be seen, along with
inerensed borrowing States and locali-
ties have nlso increased their holdings
of fiuancial asscts. This is attributeble
to several (actors. The accumulated
surpluses of pension and other fusb
funds nre invested in tlis bype of assct.
Additionally, the flotations of bond
issucs generally precede the expenditurve
of the funds rajsed so that these
govermments have on hand ot any given
time a considerable volume of unex-
pended sums which are held on deposit
or mvested in meeme-produsing seenri-
tics. Tinally, liguid Dbalances Thave
neecssarily increased ns o consequance
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of the greatly enlmiged sonle of govern-
menk operations.

Responding to the greater yields to
be abtained, shilts have occurved sway
from demand to time depesits, and
from U5, Treasury to corporato socuri-
ties. The volume of investinent by
State snd loenl ngoncias in their own
obligations has shown little change.

Government enterprises expand

State and local government enter-
prise operntions are to o large degres
gel{-supporting and cesentially of o
comunercial nature. As a consequence,
their sales and purchases [or current
oporations are consolidated in  bhe
nutionnl income accounts with the
buginess rather than the government
sector, Inmvestment by these enbe-
prises in capital equipment and new
sonstruction, however, is included as
part of general government purchases
of goods ond eervices, net iniorest
chavges are consolideted with genernl
government interest, and the surrent
operating swplus hng been treated as
n compohent o gavernmant receipis.
Tz treatment results in o corvect
statement of the current swplus or
deficit for all governmant eperntions—
including those of governmoent onter-
prises—consistent with tha definitions
of saving in ether paris of ihe economy
ga recorded in the national ineome and
product feamework. (Ses 1954 No-
tional Ineome supplement to  the
SvrvEY, p. 40.}

Local enterpiisn netivity neeounts for
more than two-thirde of the eombined
Senie ond loenl enterprise operations,
ns geon in teble 6. Operations of city
public uetility systems—water, elec-
frieity, transportation and gns—mnke
up three-fourths of the local total.
Municipally owned wator supply sys-
tans are {nr more important  than
privete compamies in this aren, Munic-

SURVEY OF QURRENT BUSIKESS

ipal electric supply systems exceed in
number those privaicly owned, although
the pnount of power produced by theae
publie systens iz only e small [roction
of the total TT.S. output of electrisity.
Other aperationa of local enterprises
includa airports which have oxpanded
tremiendously in the posiwor perviod,
terminale, port facilitics, and housing
developmenis.

The major commaicisl astivity ol the
Stiate governments centers in the opera-
tion of liguor stores; 16 States maintain
such liquor monopolies.  The sharp riss

Tehke 9.=0bject Breakdown of State and
Lacal Gavornment Poyoheges of Goods
ol Serviees
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in State enterprisc activity lrom 1§29
to 1948 as seen in the teble is attfil-
utable to the repeal of prohibition, and
the introduction of liquer monopolics,
Toll road revenues have increassd 'in
imporinnce in the past decade, and
currently aecount for about one-sixtl
of the State enterprise total.

Note on source moderial

The expenditure, veceipt, and relatad
data in this review cover the operations
of general governtnant, governinant sn-
berprises, and trust funds. The basic
sbatiatical materials come from the
Census of Gorernments and other com-
pilations of the Governments Division
of the Burcay of the Cenays, The dota
1 these Census reporks follow sonven-
tiong) fiscal and budgetary accounting
gystema. Modifieation and regronping
of many of the component items are
necessary to integrate this body of data
with the other components of the
national inepme and produet and thnz
vondar theme mors uselul Tor economic
anolyeis in this (rame of reflerence.

In summeary, these adjusbments re-
quire eonversion of fiscal year Census
figures o o enlendar year basis, record-
ing ol-taxes on an acerunl pather thon n
ezl eollaction basis, and omjasion of
net puvebnzes of land and existing
structures. ‘The largest guantititive
modifieation of Census dnte occwrs as
the vesalt of the differeny trentment of
govearnmant enterprizas, whish are
troated here on & nat rather than gross
bogis. Finally, unemployment com-
pensation fund oporntions are shown
in the nntionnl accounts as park of
Faderel rather than State and loeal
povernment, Statistical roconeiligtions
or . figenl year basis batweasn the Censoe
nngd pationnl aceount datn arve regularly
published in the anueal detailed na-
tional income and product reviews.
Alnskn and Hawaii nee excluded.




